
DHARMAPURAM ADHINAM ARTSCOLLEGE
DHARMAPURAM-MAYILADUTHURAI

GLOBALBUSINESSMANAGEMENT

MeaningofInternationalbusiness

Internationalbusiness referstothetradeof goods,services,technology,capital

and/orknowledgeacross nationalborders andataglobalortransnationalscale.

Forms/Typesofinternationalbusiness

1.Exporting: Exportingmeansproducing/procuringinthehomemarketand

sellingintheforeignmarket.Exportingisnotanactivityjustforlarge

multinationalenterprises;smallfirmscanalsomakemoneybyexporting.

Inrecentdays,exportinghasbecomeeasierthoughitremainsachallenge

formanyfirms.

2.Licensing: A licensing is an agreementwherebya licensorgrants the

rights to intangible property(patents,intentions,formulas,processes,

designs,copyrightsand trademarks)to anotherentity(licensee)fora

specifiedperiodandinreturnthelicenseorreceivesaroyalty/feefrom

thelicensee.

3.Franchising: Franchisingisbasicallyo specializedform oflicensingin

whichthefranchisernotonlysellsintangiblepropertytothefranchisee

butalsoinsiststhatthefranchiseeagreestoabidebystrictrulesasto

howitdoesbusiness.

4.Jointventure: A jointventureentailsestablishingafirm thatisjointly

ownedbytwoormoreindependentfirms.

5.ManagementContracts: Afirm inonecountryagreestooperatefacilities

orprovideothermanagementservicestoafirm inanothercountryforan

agreeduponfees.

6.Turnkeyprojects: Inaturnkeyproject,thecontractoragreestohandle

everydetailsoftheprojectforaforeignclient,includingthetrainingof

operating personnel.Atcompleting ofthe contractthe foreign client

handlesthe‘key’ofaplantthatisreadyforfulloperation

7.Strategicinternationalalliances: A strategicinternationalallianceisa
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businessrelationshipestablishedbytwoormorecompaniestocooperate

outofmutualneedandtoshareriskinachievingacommonobjective.

8.Directforeigninvestment: Directforeigninvestmentisanotherimportant

form ofinternationalbusiness.Companiesmaymanufacturelocallyto

capitalizeonlowcostlabor,toavoidhighimporttaxes,toreducethehigh

costoftransportation to market,to gain access to raw materials or

gainingmarketentry.

DifferencebetweenDomesticandInternationalbusiness

DomesticBusiness InternationalBusiness

1. 1.Geographic

Area

Itiscarriedoutwithinthe

nationalorgeographicborders

oftheCountry.

Itiscarriedoutacrossborders

andnationalterritoriesofa

country.

2. 2.Restrictions Tariffsandquotasarenot

present

andveryfewlocalrestrictions

areimposedonadomestic

business.

Manyrestrictionsareimposed

whiledoingbusiness

internationallyorenteringa

foreignmarkete.g.Tariffandnon

-tariffbarriers,exchangecontrols,

localtaxesetc.

3. 3.Culture Thereislessdifferenceinthe

marketcultureoflocalareas

andregionswithinacountry.

The

marketcultureisrelatively

uniform

Themarketculturewidelyvaries

amongdifferentnationsand

regions.

4. 4.Risk Riskfactorisless. Riskfactorishigh.

5. 5.Currency Adomesticbusinessdealsina

singlecurrency.

Aninternationalbusinessdealsin

multiplecurrencies.

6. 6.Human

Resource

Adomesticbusinesscan

succeedwithhumanresource

withminimum skilland

Multilingual,multi-strategicand

multiculturalhumanresourceis
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knowledgeEmployeesare

usuallyfrom thesamecountry

necessaryforsmoothoperations

ofaninternationalbusiness.

Globalhumanresourcepractices

arecarriedoutinaninternational

business.

7. 7.Promotion Domesticmarketingand

advertisingstrategiesareused

Marketingandadvertising

strategiesvaryfrom countryto

countryduetolanguagebarriers

8. 8.Pricing Samepriceischargedfor

similar

products

Pricedifferentiationiscarriedout

9. 9.Investment Lesscapitalinvestmentis

involved

Hugecapitalinvestmentis

involved

10. 10.Quality Qualitystandardsarelow Qualitystandardsareveryhigh.

Globalstandardsareset

11. 11.Regulations Onlylocalregulationsare

applicable

Internationalandhostcountry

regulationsareapplicable

12. 12.Research Itiseasytoconductbusiness

research,demandanalysisand

customersurvey.

Itisverydifficultandcostly.

Reliabilityofinformationdepends

upontheindividualcountry.

13. 13.Cost

Advantage

DonotenjoyCostadvantage Advantageoflocationeconomies

andcheapresourcesare

available.

14. 14.Environment Adomesticbusinessisonly

affectedbythevariablesinthe

domesticenvironment.

Domestic,foreignand

international

environmentfactorsaffectan

internationalbusiness.

15. 15. Thelevelofdevelopmentmay Eachcountrymaybeata
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Development be

samethroughoutthedomestic

market.

different

levelofdevelopment.

Economicenvironment

The economicenvironment referstoalltheeconomicfactorsthataffect
commercialandconsumerbehavior.Theeconomicenvironmentconsistsofallthe
externalfactorsintheimmediatemarketplaceandthebroadereconomy.

The politicalenvironment 

The political environment of business refers to the political or government

actionsthatimpact business operations.The political factorsusuallygohandinhand

with the legalones and are generally viewed as the non-marketforces that

impact businesses.

A culturalenvironment 

A culturalenvironment isasetofbeliefs,practices,customsandbehaviorsthat

arefoundtobecommontoeveryonethatislivingwithinacertainpopulation. Cultural

environments shapethewaythateverypersondevelops,influencingideologiesand

personalities.

InternationalEconomicEnvironment

The internationaleconomicenvironment canbedescribedastheglobalfactors
thatareoutsideofthecontrolofindividualorganizationsbutthatcanaffecttheway
thatbusinessesoperate.Thesefactorsincludeunemploymentrates,inflationrates,and
laborcosts.

ECONOMICENVIRONMENT
Economic environmentrefers to allthose economic factors which have a

bearingonthefunctioningofabusinessunit.Businessdependsonthe economic
environmentforalltheneededinputs.Italsodependsontheeconomicenvironmentto
sellthe finished goods.Naturally,the dependence ofbusiness on the economic
environmentistotalanditisnotsurprisingbecause,asitisrightlysaid,businessisone
unitofthetotaleconomy.Itisdifficulttobepreciseaboutthefactorswhichconstitute
theeconomicenvironmentofacountry.Butstilltherearesomefactorswhichhave
considerableinfluence.Thesefactorsare:-

(a)Growthstrategy
(b)Economicsystem
(c)Economicplanning
(d)Industry
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(e)Agriculture
(f)Infrastructure
(g)Financialandfiscalsector
(h)Removalofregionalimbalances
(i)Priceanddistributioncontrol
(j)EconomicReforms

Outoftheabovesaidfactors,twoareofprimeimportance:-
1.Economicsystem
2.Industry

1.EconomicSystem :Thescopeofaprivatebusinessandtheextentofgovernment
regulation ofeconomicactivitiesdepend to a verylargeextenton thenatureof
economicsystem,whichisanimportantpartofbusinessenvironment.Broadlythe
economicsystem isdividedintothreegroups.

(a)Capitalism
(b)Socialism

(c)Communism

(a)Capitalism
The system ofcapitalism stresses the philosophy ofindividualism

believing in private ownership ofallagents ofproduction,in private sharing of
distributionprocessesthatdeterminethefunctionsrewardsofeachparticipant,andin
individualexpressionofconsumerchoicethroughafreemarketplace.Thecapitalist
system isalsoknownasfreeenterpriseeconomyandmarketeconomy.Twotypesof
capitalism maybedistinguished,viz.,

(i) The old,laissez-fair capitalism,where governmentintervention in the
economyisabsentornegligible;and

(ii) Themodern,regulatedormixedcapitalism,wherethereisasubstantial
amountofgovernmentintervention.

(b)Socialism
Undersocialism,thetoolsofproductionaretobeorganized,managedand

ownedbythegovernment,withthebenefitsoccurringtothepublic.Astrongpublic
sector,agrarianreforms,controloverprivatewealthandinvestmentandnationalself
reliancearetheotherplanksofsocialism.Socialism doesnotinvolveanequaldivision
ofexistingwealthamongthepeople,butadvocatestheegalitarianprinciple.Itbelieves
inprovidingemploymenttoallandemphasizessuitablerewardstotheeffortsputinby
everyworker.Alsocalledfabiansocialism,thisphilosophyisfollowedinourcountry
andothersocialdemocraticcountriesintheworld.

(c)Communism
Communism goesfurthertoabolishallprivatepropertyandpropertyrightsto

income.Thestatewouldownanddirectallinstrumentsofproduction.Sharinginthe
distributiveprocesswouldhavenorelationshiptoprivatepropertysincethisrightwould
notexist.Alternativelycalledmaxims,communism wasfollowedinRussia,Chinaand
EastEuropeanCountries.
PoliticalEnvironment
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POLITICALENVIRONMENT

Theinfluenceofpoliticalenvironmentofbusinessisenormous.Thepolitical

system prevailinginacountrydecides,promotes,fosters,encourages,shelters,directs

andcontrolsthebusinessactivitiesofthosecountries.A politicalsystem whichis

stable,honest,efficientanddynamicandwhichensurespoliticalparticipationofthe

people,andassurespersonalsecuritytothecitizens,isprimaryfactorforgrowthofany

business.

The doctrine of fascism and erstwhile Russian Communism Russian

Communism areexampleoftotalitarianism.Indiaisademocraticcountry.Ourpolitical

system comprisesthreevitalinstitutions:-

1.Legislature

2.Executiveorgovernment

3.Judiciary

1.Legislature:

Outofthree,legislatureismostpowerfulpoliticalinstitutionvestedwithsuch

powersaspolicymaking,law-makings,budgetapproving,executivecontrolandacting

asmirrorofpublicopinion.Theinfluenceoflegislatureonbusinessisconsiderable.It

decidessuchvitalaspectsasthetypeofbusinessactivities,thecountryshouldhave,

whoshouldownthem,whatshouldbetheirsizeofoperation,whatshouldhappento

theirearningsandotherrelatedfactors.

2.Executiveorgovernment

GovernmentasExecutiveAlsocalledthe‘state’theterm governmentrefersto

“thecentreofpoliticalauthorityhavingthepowerto governthoseitserves”.For

businessconsideration,weshouldknow whataregovernment’sresponsibilitiesto

business.Specifically,government’sresponsibilitiestowardsbusinessareasfollows:

a)Establishmentandenforcementoflaw

b)Maintenanceoforder

c)Moneyandcredit

d)Orderlygrowth

e)Infrastructure

f) Information

g)Assistancetosmallindustries
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h)Transferoftechnology

i) TariffsandQuotas

3.Judiciary

Thethirdpoliticalinstitutionisjudiciary.Judiciarydeterminesthemannerin

whichtheworkofexecutiveshasbeenfulfilled.Itsettlestherelationshipbetween

privatecitizens,ononehand,andbetweencitizensandthegovernmentupontheother.

Thepowerofthejudiciaryareofdualtype:

1.Theauthorityofthecourtstosettlelegaldisputes.

2.Judicialreview-theauthorityofthecourtstoruleontheconstitutionalityof

legislation.

politicalfactorsaffectingbusiness:
1.Bureaucracy
2.Corruptionlevel
3.Freedom ofthepress
4.Tariffs
5.Tradecontrol
6.EducationLaw
7.Anti-trustlaw
8.Employmentlaw
9.Discriminationlaw
10.Dataprotectionlaw
11.EnvironmentalLaw
12.Healthandsafetylaw
13.Competitionregulation
14.Regulationandderegulation
15.Taxpolicy(taxratesandincentives)
16.Governmentstabilityandrelatedchanges
17.Governmentinvolvementintradeunionsandagreements
18.Importrestrictionsonqualityandquantityofproduct
19.Intellectualpropertylaw(Copyright,patents)
20.Consumerprotectionande-commerce
21.Lawsthatregulateenvironmentpollution

CulturalEnvironment

Initsnarrow sensecultureisunderstoodtorefertosuchactivitiesasdance,

drama,musicandfestivals.Initstruesensecultureisunderstoodasthatcomplex

wholewhichincludesknowledge,belief,art,morals,law,customsandothercapabilities

andhabitsacquiredbyindividualasamemberofasociety.Theculturehastwomain
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characteristics:

i)Sharedvalue

ii)PassageoftimeCultureofasocietyissharedbyitsmembers.

Culturalethosarepassedfrom onegenerationtoothergeneration.Itisnot

confinedtooneparticularperiodoftime.Theinterfacebetweenbusinessandculture

canbesummarizedasfollows:

a)Culturecreatespeople.

b)Culturedeterminesgoodsandservices.

c)Itdefinespeople’sattitudetobusinessandtowork.

d)Explainsthespiritofcollectivism andindividualism.

e)DefineswhetherpeopleareAmbitionsorcomplacent.

f)Education

g)Family

h)Authority

i)Marriage

j)TimeDimension

k)CulturalResources.

Alltheabovesaidfactorsinfluencethebusinessinoneorotherway.Henceitis

importanttounderstandallthesefactorsforasuccessfulbusiness.

RecentWorldTradeandForeignInvestmentTrends.

1)ForcedDynamism:

Internationaltradeisforcedtosuccumbtotrendsthatshapetheglobalpolitical,

cultural,andeconomicenvironment.Internationaltradeisacomplextopic,becausethe

environmentitoperatesinisconstantlychanging.First,businessesareconstantly

pushingthefrontiersofeconomicgrowth,technology,culture,andpoliticswhichalso

changethesurroundingglobalsocietyandglobaleconomiccontext.Secondly,factors

externalto internationaltrade (e.g.,developments in science and information
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technology)areconstantlyforcinginternationaltradetochangehowtheyoperate.

2)CooperationamongCountries:

Countriescooperatewitheachotherinthousandsofwaysthroughinternational

organisations,treaties,andconsultations.Suchcooperationgenerallyencouragesthe

globalizationofbusinessbyeliminatingrestrictionsonitandbyoutliningframeworks

thatreduceuncertaintiesaboutwhatcompanieswillandwillnotbeallowedtodo.

Countriescooperate:

i)Togainreciprocaladvantages,

ii)Toattackproblemstheycannotsolvealone,and

iii)Todealwithconcernsthatlieoutsideanyone’sterritory.

Agreementsonavarietyofcommerciallyrelatedactivities,suchastransportationand

trade,allownationstogainreciprocaladvantages.

3)LiberalizationofCross-borderMovements:

Everycountryrestrictsthemovementacrossitsbordersofgoodsandservices

aswellasoftheresources,suchasworkersandcapital,toproducethem.Such

restrictionsmakeinternationaltradecumbersome;further,becausetherestrictionsmay

changeatanytime,theabilityto sustain internationaltrade isalwaysuncertain.

However,governmentstodayimposefewerrestrictionsoncross-bordermovements

thantheydidadecadeortwoago,allowingcompaniestobettertakeadvantageof

internationalopportunities.Governmentshavedecreased restrictionsbecausethey

believethat:

i)So-called open economies (having veryfew internationalrestrictions)willgive

consumersbetteraccesstoagreatervarietyofgoodsandservicesatlowerprices,

ii)Producerswillbecomemoreefficientbycompetingagainstforeigncompanies,and

iii)Iftheyreducetheirownrestrictions,othercountrieswilldothesame.

4)TransferofTechnology:

Technology transfer is the process by which commercialtechnology is

disseminated.Thiswilltaketheform ofatechnologytransfertransaction,whichmayor
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maynotbealegallybindingcontract,butwhichwillinvolvethecommunication,bythe

transferor,oftherelevantknowledgetotherecipient.Italsoincludesnon-commercial

technologytransfers,suchasthosefoundininternationalcooperationagreements

between developed and developing states. Such agreements may relate to

infrastructureoragriculturaldevelopment,ortointernational;cooperationinthefields

ofresearch,education,employmentortransport.

5)GrowthinEmergingMarkets:

Thegrowthofemergingmarkets(e.g.,India,China,Brazil,andotherpartsofAsia

andSouthAmericaespecially)hasimpactedinternationaltradeineveryway.The

emerging marketshave simultaneouslyincreased the potentialsize and worth of

currentmajorinternationaltradewhilealsofacilitatingtheemergenceofawholenew

generationofinnovativecompanies.Accordingto“Aspecialreportoninnovationin

emergingmarkets”byTheEconomistmagazine,“Theemergingworld,longasourceof

cheapla,nowrivalstherichcountriesforbusinessinnovation”.
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UNIT-II

IndianExportPerformance–Problemsinexporttrade–Exportpromotionin

India–

Exportpromotionincentives–EPZ&FTZ–100%EOU–ExportHouses–StarExport

Houses-TradingHouses–StarTradingHouses–SuperStarTradingHouses.

IndianExportPerformance

Foreigntradeplaysasignificantroleintheeconomyofacountry.Ithelpstoutilize

naturalresourcesandexportsurplusproduction.Properregulationofforeigntradecan

contributesignificantlyingeneratingemploymentandoutput.Itforcesthesustainability

ofinternationalbusiness.ForeignTradeisthemainsourceofexportearnings.So,all

thenationsfrom timetotimeannouncevariousschemesandEXIM policytoincrease

theirshareintheworldexportmarket.Indiaisnotanexceptiontothat.Thecountryhas

alsoannouncedvariousschemesandpoliciestoenhanceherexportperformance.

BenefitsofInternationalBusiness

Notwithstandinggreatercomplexitiesandrisks,internationalbusinessisimportant

tobothnationsandbusinessfirms.Itoffersthem severalbenefits.Growingrealisation

ofthesebenefitsovertimehasinfactbeenacontributoryfactortotheexpansionof

tradeandinvestmentamongstnations,resultinginthephenomenonofglobalisation.

Someofthebenefitsofinternationalbusinesstothenationsandbusinessfirmsare

discussedbelow.

BenefitstoCountries

(i) Earningofforeignexchange:Internationalbusinesshelpsacountrytoearn



DHARMAPURAM ADHINAM ARTSCOLLEGE
DHARMAPURAM-MAYILADUTHURAI

foreignexchangewhichitcanlateruseformeetingitsimportsofcapital

goods,technology,petroleum products and fertilisers,pharmaceutical

productsandahostofotherconsumerproductswhichotherwisemightnot

beavailabledomestically.

(ii) Moreefficientuseofresources:Asstatedearlier,internationalbusiness

operatesonasimpleprinciple— producewhatyourcountrycanproduce

moreefficiently,andtradethesurplusproductionsogeneratedwithother

countriestoprocurewhattheycanproducemoreefficiently.Whencountries

tradeonthisprinciple,theyendupproducingmuchmorethanwhattheycan

wheneachofthem attemptstoproduceallthegoodsandservicesonitsown.

Ifsuchanenhancedpoolofgoodsandservicesisdistributedequitably

amongstnations,itbenefitsallthetradingnations.

(iii) Improvinggrowthprospectsandemploymentpotentials:Producingsolely

forthepurposesofdomesticconsumptionseverelyrestrictsacountry’s

prospects forgrowth and employment.Many countries,especially the

developingones,couldnotexecutetheirplanstoproduceonalargerscale,

andthuscreateemploymentforpeoplebecausetheirdomesticmarketwas

notlargeenoughtoabsorballthatextraproduction.

(iv) Increasedstandardofliving:Intheabsenceofinternationaltradeofgoods

andservices,itwouldnothavebeenpossiblefortheworldcommunityto

consumegoodsandservicesproducedinothercountriesthatthepeoplein

thesecountriesareabletoconsumeandenjoyahigherstandardofliving.

BenefitstoFirms

(i) Prospectsforhigherprofits:Internationalbusinesscanbemoreprofitable

thanthedomesticbusiness.Whenthedomesticpricesarelower,business

firmscanearnmoreprofitsbysellingtheirproductsincountrieswhereprices

arehigh.

(ii) Increasedcapacityutilisation:Manyfirmssetupproductioncapacitiesfor

theirproductswhichareinexcessofdemandinthedomesticmarket.By

planningoverseasexpansionandprocuringordersfrom foreigncustomers,
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theycanthinkofmakinguseoftheirsurplusproductioncapacitiesandalso

improvingtheprofitabilityoftheiroperations.Productiononalargerscale

oftenleadstoeconomiesofscale,whichinturnlowersproductioncostand

improvesperunitprofitmargin.

(iii) Prospectsforgrowth:Businessfirmsfinditquitefrustratingwhendemand

fortheirproductsstartsgettingsaturatedinthedomesticmarket.Suchfirms

canconsiderablyimproveprospectsoftheirgrowthbyplungingintooverseas

markets.Thisispreciselywhathaspromptedmanyofthemultinationals

from thedevelopedcountriestoenterintomarketsofdevelopingcountries.

(iv) Wayouttointensecompetitionindomesticmarket:Whencompetitioninthe

domesticmarketisveryintense,internationalisationseemstobetheonly

waytoachievesignificantgrowth.Highlycompetitivedomesticmarketdrives

manycompaniestogointernationalinsearchofmarketsfortheirproducts.

Internationalbusinessthusactsasacatalystofgrowthforfirmsfacingtough

marketconditionsonthedomesticturf.

(v) Improvedbusinessvision:Thegrowthofinternationalbusinessofmany

companies is essentially a partoftheirbusiness policies orstrategic

management.Thevisiontobecomeinternationalcomesfrom theurgeto

grow,theneedtobecomemorecompetitive,theneedtodiversifyandtogain

strategicadvantagesofinternationalisation.

MODESOFENTRYINTOINTERNATIONALBUSINESS

Simplyspeaking,theterm modemeansthemannerorway.Thephrase‘modes

ofentryintointernationalbusiness’,therefore,meansvariouswaysinwhichacompany

canenterintointernationalbusiness.Whilediscussingthemeaningandscopeof

internationalbusiness,wehavealreadyfamiliarisedyouwithsomeofthemodesof

entryintointernationalbusiness.

1ExportingandImporting

Exporting : Exporting refers an export in international trade is

a good or service producedinonecountrythatissoldintoanothercountry.

Importing:An import refers to a productorservice produced in abroad thatis
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purchasedinyourhomecountry.Countriesaremostlikelyto import goodsorservices

thattheirdomesticindustriescannotproduceasefficientlyorcheaplyastheexporting

country.

Therearetwoimportantwaysinwhichafirm canexportorimportproducts:directand

indirectexporting/importing.Inthecaseofdirectexporting/importing,afirm itself

approachestheoverseasbuyers/suppliersandlooksafteralltheformalitiesrelatedto

exporting/importingactivitiesincludingthoserelatedtoshipmentandfinancingof

goodsandservices.

Advantagesofexporting:

1.Ascomparedtoothermodesofentry,exporting/importingistheeasiestwayof

gainingentryintointernationalmarkets.

2.Itislesscomplexanactivitythansettingupandmanagingjoint-venturesor

whollyownedsubsidiariesabroad.

3.Exporting/importingislessinvolvinginthesensethatbusinessfirmsarenot

requiredinvestingthatmuchtimeandmoneyasisneededwhentheydesireto

enterintojointventuresorsetupmanufacturingplantsandfacilitiesinhost

countries.

4.Since exporting/importing does notrequire much ofinvestmentin foreign

countries,exposuretoforeigninvestmentrisksisnilormuchlowerthanthatis

presentwhenfirmsoptforothermodesofentryintointernationalbusiness.

Limitationsofexporting/importing:

1.Since the goods physically move from one country to another,

exporting/importinginvolvesadditionalpackaging,transportationandinsurance

costs.Especiallyinthecaseofheavyitems,transportationcostsalonebecome

aninhibitingfactortotheirexportsandimports.

2.Onreachingtheshoresofforeigncountries,suchproductsaresubjecttocustom

dutyandavarietyofotherleviesandcharges.Takentogether,alltheseexpenses

and payments substantially increase productcosts and make them less

competitive.
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3.Exportingisnotafeasibleoptionwhenimportrestrictionsexistinaforeign

country.Insuchasituation,firmshavenoalternativebuttooptforotherentry

modessuchaslicensing/franchisingorjointventurewhichmakesitfeasibleto

maketheproductavailablebywayofproducingandmarketingitlocallyin

foreigncountries.

4.Exportfirmsbasicallyoperatefrom theirhomecountry.Theyproduceinthe

homecountryandthenshipthegoodstoforeigncountries.Exceptafewvisits

madebytheexecutivesofexportfirmstoforeigncountriestopromotetheir

products,theexportfirmsingeneraldonothavemuchcontactwiththeforeign

markets.

5.Asusuallyisthecase,firmsstarttheiroverseasoperationswithexportsand

imports,andlaterhavinggainedfamiliaritywiththeforeignmarketoperations

switchovertootherformsofinternationalbusinessoperations.

2ContractManufacturing

Contractmanufacturingreferstoatypeofinternationalbusinesswhereafirm

entersintoacontractwithoneorafewlocalmanufacturersinforeigncountriestoget

certain components or goods produced as per its specifications. Contract

manufacturing,alsoknownasoutsourcing,cantakethreemajorforms:

1.Production ofcertain components such as automobile components orshoe

upperstobeusedlaterforproducingfinalproductssuchascarsandshoes;

2.Assemblyofcomponentsintofinalproductssuchasassemblyofharddisk,

motherboard,floppydiskdriveandmodem chipintocomputers;and

3.Complete manufacture ofthe products such as garments.The goods are

producedorassembledbythelocalmanufacturersasperthetechnologyand

managementguidanceprovidedtothem bytheforeigncompany.

3LicensingandFranchising

Licensing

Licensingisacontractualarrangementinwhichonefirm grantsaccesstoits

patents,tradesecretsortechnologytoanotherfirm inaforeigncountryforafeecalled
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royalty.Thefirm thatgrantssuchpermissiontotheotherfirm isknownaslicensorand

theotherfirm intheforeigncountrythatacquiressuchrightstousetechnologyor

patentsiscalledthelicensee.

Cross-licensing

Sometimesthereismutualexchangeofknowledge,technologyand/orpatents

betweenthefirmswhichisknownascross-licensing.

Franchising

Franchisingisaterm verysimilartolicensing.A franchisingagreementtoo

involvesgrantofrightsbyonepartytoanotherforuseoftechnology,trademarkand

patentsinreturnoftheagreedpaymentforacertainperiod oftime.Theparent

companyiscalled thefranchiserand the otherpartyto the agreementiscalled

franchisee.

4JointVenturesJointventure

JointVenturesJointventureisaverycommonstrategyforenteringintoforeign

markets.Ajointventuremeansestablishingafirm thatisjointlyownedbytwoormore

otherwiseindependentfirms.Inthewidestsenseoftheterm,itcanalsobedescribed

asanyform ofassociationwhichimpliescollaborationformorethanatransitoryperiod.

Ajointownershipventuremaybebroughtaboutinthreemajorways:

(i) Foreigninvestorbuyinganinterestinalocalcompany

(ii) Localfirm acquiringaninterestinanexistingforeignfirm

(iii) Boththeforeignandlocalentrepreneursjointlyforminganewenterprise.

EXPORT-IMPORTPROCEDURESANDDOCUMENTATION

A majordistinction between domestic and internationaloperations is the

complexityofthelatter.Exportandimportofgoodsisnotthatstraightforwardas

buyingandsellinginthedomesticmarket.Sinceforeigntradetransactionsinvolves

movementofgoods across frontiers and use offoreign exchange,a numberof

formalitiesareneededtobeperformedbeforethegoodsleavetheboundariesofa

countryandenterintothatofanother.Followingsectionsaredevotedtoadiscussionof
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majorstepsthatneedtobeundertakenforcompletingexportandimporttransactions.

ExportProcedure

Thenumberofstepsandthesequenceinwhichthesearetakenvaryfrom oneexport

transactiontoanother.Stepsinvolvedinatypicalexporttransactionareasfollows.

(i) Receiptofenquiryandsendingquotations:Theprospectivebuyerofaproduct

sendsanenquirytodifferentexportersrequestingthem tosendinformation

regardingprice,qualityandtermsandconditionsforexportofgoods.Exporters

canbeinformedofsuchanenquiryevenbywayofadvertisementinthepress

putinbytheimporter.Theexportersendsareplytotheenquiryintheform ofa

quotation— referredtoasproformainvoice.Theproformainvoicecontains

informationaboutthepriceatwhichtheexporterisreadytosellthegoodsand

alsoprovidesinformationaboutthequality,grade,size,weight,modeofdelivery,

typeofpackingandpaymentterms.

(ii) Receiptoforderorindent:Incasetheprospectivebuyer(i.e.,importingfirm)

findstheexportpriceandothertermsandconditionsacceptable,itplacesan

orderforthegoodstobedespatched.Thisorder,alsoknownasindent,contains

adescriptionofthegoodsordered,pricestobepaid,deliveryterms,packingand

markingdetailsanddeliveryinstructions.

(iii) Assessing the importer’s creditworthiness and securing a guarantee for

payments:Afterreceiptoftheindent,theexportermakesnecessaryenquiry

aboutthecreditworthinessoftheimporter.Thepurposeunderlyingtheenquiry

istoassesstherisksofnonpaymentbytheimporteroncethegoodsreachthe

importdestination.Tominimisesuchrisks,mostexportersdemandaletterof

creditfrom theimporter.Aletterofcreditisaguaranteeissuedbytheimporter’s

bankthatitwillhonourpaymentuptoacertainamountofexportbillstothe

bankoftheexporter.Letterofcreditisthemostappropriateandsecuremethod

ofpaymentadoptedtosettleinternationaltransactions.

(iv) Obtaining export license:Having become assured about payments,the

exportingfirm initiatesthestepsrelatingtocomplianceofexportregulations.

ExportofgoodsinIndiaissubjecttocustom lawswhichdemandthattheexport
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firm musthaveanexportlicensebeforeitproceedswithexports.

Importantpre-requisitesforgettinganexportlicenseareasfollows:

•OpeningabankaccountinanybankauthorizedbytheReserveBankofIndia

(RBI)andgettinganaccountnumber.

•ObtainingImportExportCode(IEC)numberfrom theDirectorateGeneral

ForeignTrade(DGFT)orRegionalImportExportLicensingAuthority.

•Registeringwithappropriateexportpromotioncouncil.

•RegisteringwithExportCreditandGuaranteeCorporation(ECGC)inorderto

safeguardagainstrisksofnonpayments.Anexportfirm needstohavethe

ImportExportCode(IEC)numberasitneedstobefilledinvariousexports/

importdocuments.

ForobtainingtheIECnumber,afirm hastoapplytotheDirectorGeneralfor

ForeignTrade(DGFT)withdocumentssuchasexporter/importerprofile,bank

receiptforrequisitefee,certificatefrom thebankerontheprescribedform,two

copies ofphotographs attested bythe banker,details ofthe non-resident

interestanddeclarationabouttheapplicant’snonassociationwithcautionlisted

firms.

(v) Obtainingpre-shipmentfinance:

Onceaconfirmedorderandalsoaletterofcredithavebeenreceived,the

exporterapproacheshisbankerforobtainingpre-shipmentfinancetoundertake

exportproduction.Reshipmentsfinanceisthefinancethattheexporterneedsfor

procuring raw materials and othercomponents,processing and packing of

goodsandtransportationofgoodstotheportofshipment.

(vi) Productionorprocurementofgoods:

Havingobtainedthepreshipmentfinancefrom thebank,theexporterproceeds

togetthegoodsreadyasperthespecificationsoftheimporter.Eitherthefirm

itselfgoesinforproducingthegoodsorelseitbuysfrom themarket.

(vii) Pre-shipmentinspection:
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TheGovernmentofIndiahasinitiatedmanystepstoensurethatonlygood

qualityproductsareexportedfrom thecountry.Onesuchstepiscompulsory

inspectionofcertainproductsbyacompetentagencyasdesignatedbythe

government.ThegovernmenthaspassedExportQualityControlandInspection

Act,1963forthispurpose.

(viii) Exciseclearance:

AspertheCentralExciseTariffAct,excisedutyispayableonthematerialsused

inmanufacturinggoods.Theexporter,therefore,hastoapplytotheconcerned

ExciseCommissionerintheregionwithaninvoice.IftheExciseCommissioner

is satisfied,he may issue the excise clearance.Butin many cases the

governmentexemptspaymentofexcisedutyorlateronrefundsitifthegoods

somanufacturedaremeantforexports

(ix) Obtainingcertificateoforigin:

Someimportingcountriesprovidetariffconcessionsorotherexemptionstothe

goodscomingfrom aparticularcountry.Foravailingsuchbenefits,theimporter

mayasktheexportertosendacertificateoforigin.Thecertificateoforiginacts

asaproofthatthegoods haveactuallybeenmanufacturedinthecountryfrom

wheretheexportistakingplace.Thiscertificatecanbeobtainedfrom thetrade

consulatelocatedintheexporter’scountry.

(x) Reservationofshippingspace:

Theexportingfirm appliestotheshippingcompanyforprovisionofshipping

space.Ithastospecifythetypesofgoodstobeexported,probabledateof

shipmentandtheportofdestination.Onacceptanceofapplicationforshipping,

theshippingcompanyissuesashippingorder.Ashippingorderisaninstruction

tothecaptainoftheshipthatthespecifiedgoodsaftertheircustomsclearance

atadesignatedportbereceivedonboard.

(xi) Packingandforwarding:
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Thegoodsarethenproperlypackedandmarkedwithnecessarydetailssuchas

nameandaddressoftheimporter,grossandnetweight,portofshipmentand

destination,country of origin,etc.The exporter then makes necessary

arrangementfortransportationofgoodstotheport.Onloadinggoodsintothe

railwaywagon,therailwayauthoritiesissuea‘railwayreceipt’whichservesasa

titletothegoods.Theexporterendorsestherailwayreceiptinfavourofhis

agenttoenablehim totakedeliveryofgoodsattheportofshipment.

(xii) Insurance ofgoods:The exporterthen gets the goods insured with an

insurancecompanytoprotectagainsttherisksoflossordamageofthegoods

duetotheperilsoftheseaduringthetransit.

(xiii) Customsclearance:

Thegoodsmustbeclearedfrom thecustomsbeforethesecanbeloadedonthe

ship.Forobtainingcustomsclearance,theexporterpreparestheshippingbill.

Shippingbillisthemaindocumentonthebasisofwhichthecustomsoffice

givesthepermissionforexport.Shippingbillcontainsparticularsofthegoods

beingexported,thenameofthevessel,theportatwhichgoodsaretobe

discharged,countryoffinaldestination,exporter’snameandaddress,etc.

Fivecopiesoftheshippingbillalongwiththefollowingdocumentsarethen

submittedtotheCustomsAppraiserattheCustomsHouse:

•ExportContractorExportOrder

•LetterofCredit

•CommercialInvoice

•CertificateofOrigin

•CertificateofInspection,wherenecessary

•MarineInsurancePolicy

After submission of these documents,the Superintendent of the

concernedporttrustisapproachedforobtainingthecartingorder.Cartingorder

istheinstructiontothestaffatthegateoftheporttopermittheentryofthe

cargoinsidethedock.
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(xiv) Paymentoffreightandissuanceofbilloflading:

TheC&F agentsurrendersthematesreceiptto theshipping companyfor

computationoffreight.Afterreceiptofthefreight,theshippingcompanyissues

abillofladingwhichservesasanevidencethattheshippingcompanyhas

acceptedthegoodsforcarryingtothedesignateddestination.Inthecasethe

goodsarebeingsentbyair,thisdocumentisreferredtoasairwaybill.

(xv) Preparationofinvoice:

Aftersendingthegoods,aninvoiceofthedespatchedgoodsisprepared.The

invoicestatesthequantityofgoodssentandtheamounttobepaidbythe

importer.TheC&Fagentgetsitdulyattestedbythecustoms.

(xvi) Securingpayment:

Aftertheshipmentofgoods,theexporterinformstheimporteraboutthe

shipmentofgoods.Theimporterneedsvariousdocumentstoclaim thetitleof

goodsontheirarrivalathis/hercountryandgettingthem customscleared.The

documentsthatareneededinthisconnectionincludecertifiedcopyofinvoice,

billoflading,packinglist,insurancepolicy,certificateoforiginandletterof

credit.

ImportProcedure

Importtrade refers to purchase ofgoods from a foreign country.Import

procedurediffersfrom countrytocountrydependinguponthecountry’simportand

custom policiesandotherstatutoryrequirements.Thefollowingparagraphsdiscuss

variousstepsinvolvedinatypicalimporttransactionforbringinggoodsintoIndian

Territory.

(i)Tradeenquiry:Thefirstthingthattheimportingfirm hastodoistogather

informationaboutthecountriesandfirmswhichexportthegivenproduct.Theimporter

cangathersuchinformationfrom thetradedirectoriesand/ortradeassociationsand

organisations.Havingidentifiedthecountriesandfirmsthatexporttheproduct,the

importing firm approaches the exportfirms with the help ofa trade enquiryfor

collectinginformationabouttheirexportpricesandtermsofexports.
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(ii)Procurementofimportlicense:Therearecertaingoodsthatcanbeimported

freely,whileothersneedlicensing.TheimporterneedstoconsulttheExportImport

(EXIM)policyinforcetoknow whetherthegoodsthatheorshewantstoimportare

subjecttoimportlicensing.

(iii)Obtainingforeignexchange:Sincethesupplierinthecontextofanimport

transactionresidesinaforeigncountry,he/shedemandspaymentinaforeigncurrency.

PaymentinforeigncurrencyinvolvesexchangeofIndiancurrencyintoforeigncurrency

MajorDocumentsneededinConnectionwithExportTransaction

A.DocumentsrelatedtogoodsExportinvoice:Exportinvoiceisasellers’billfor

merchandiseandcontainsinformationaboutgoodssuchasquantity,totalvalue,

numberofpackages,marksonpacking,portofdestination,nameofship,billof

ladingnumber,termsofdeliveryandpayments,etc.

*Packinglist:Apackinglistisastatementofthenumberofcasesorpacksand

thedetailsofthegoodscontainedinthesepacks.Itgivesdetailsofthenatureof

goodswhicharebeingexportedandtheform inwhichthesearebeingsent.

*Certificateoforigin:Thisisacertificatewhichspecifiesthecountryinwhichthe

goodsarebeingproduced.Thiscertificateentitlestheimportertoclaim tariff

concessionsorotherexemptionssuchasnon-applicabilityofquotarestrictions

ongoodsoriginatingfrom certainpre-specifiedcountries.Thiscertificateisalso

requiredwhenthereisabanonimportsofcertaingoodsfrom selectcountries.

*Certificateofinspection:Forensuringquality,thegovernmenthasmadeit

compulsoryforcertainproductsthatthesebeinspectedbysomeauthorized

agency.ExportInspectionCouncilofIndia(EICI)isonesuchagencywhich

carriesoutsuchinspectionsandissuesthecertificatethattheconsignmenthas

beeninspectedasrequiredundertheExport(QualityControlandInspection)Act,

1963,andsatisfiestheconditionsrelatingtoqualitycontrolandinspectionas

applicabletoit,andisexportworthy.Somecountrieshavemadethiscertificate

mandatoryforthegoodsbeingimportedtotheircountries.

B.DocumentsrelatedtoshipmentMate’sreceipt:Thisreceiptisgivenbythe

commandingofficeroftheshiptotheexporterafterthecargoisloadedonthe
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ship.Themate’sreceiptindicatesthe nameofthevessel,berth,dateof

shipment,descriptionofpackages,marksandnumbers,conditionofthecargoat

thetimeofreceiptonboardtheship,etc.Theshippingcompanydoesnotissue

thebillofladingunlessitreceivesthemate’sreceipt.

*ShippingBill:Theshippingbillisthemaindocumentonthebasisofwhich

customsofficegrantspermissionfortheexport.Theshippingbillcontains

particularsofthegoodsbeingexported,thenameofthevessel,theportatwhich

goodsaretobedischarged,countryoffinaldestination,exporter’snameand

address,etc.Billoflading:Billofladingisadocumentwhereinashipping

companygivesitsofficialreceiptofthegoodsputonboarditsvesselandatthe

sametimegivesanundertakingtocarrythem totheportofdestination.Itisalso

adocumentoftitletothegoodsandassuchisfreelytransferablebythe

endorsementanddelivery.

AirwayBill:Likeabilloflading,anairwaybillisadocumentwhereinanairline

companygivesitsofficialreceiptofthegoodsonboarditsaircraftandatthe

sametimegivesanundertakingtocarrythem totheportofdestination.Itisalso

adocumentoftitletothegoodsandassuchisfreelytransferablebythe

endorsementanddelivery.

*Marineinsurancepolicy:Itisacertificateofinsurancecontractwherebythe

insurancecompanyagreesinconsiderationofapaymentcalledpremium to

indemnifytheinsuredagainstlossincurredbythelatterinrespectofgoods

exposedtoperilsofthesea.Cartticket:Acartticketisalsoknownasacartchit,

vehicleorgatepass.Itispreparedbytheexporterandincludesdetailsofthe

exportcargointermsoftheshipper’sname,numberofpackages,shippingbill

number,portofdestinationandthenumberofthevehiclecarryingthecargo.

C.Documentsrelated to paymentLetterofcredit:A letterofcreditisa

guaranteeissuedbytheimporter’sbankthatitwillhonouruptoacertainamount

thepaymentofexportbillstothebankoftheexporter.Letterofcreditisthe

mostappropriateandsecuremethodofpaymentadoptedtosettleinternational

transactions

Billofexchange:Itisawritteninstrumentwherebythepersonissuingthe
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instrumentdirectstheotherpartytopayaspecifiedamounttoacertainperson

orthebeareroftheinstrument.Inthecontextofanexport-importtransaction,bill

ofexchangeisdrawnbyexporterontheimporteraskingthelattertopaya

certainamounttoacertainpersonorthebearerofthebillofexchange.The

documentsgivingtitletotheexportconsignmentarepassedontotheimporter

onlywhentheimporteracceptstheordercontainedinthebillofexchange.

Bankcertificateofpayment:Bankcertificateofpaymentisacertificatethatthe

necessarydocuments(includingbillofexchange)relatingtotheparticularexport

consignmenthasbeennegotiated(i.e.,presentedtotheimporterforpayment)

andthepaymenthasbeenreceivedinaccordancewiththeexchangecontrol

regulations.

(vii)Receiptofshipmentadvice:

Afterloadingthegoodsonthevessel,theoverseassupplierdispatchesthe

shipmentadvicetotheimporter.Ashipmentadvicecontainsinformationaboutthe

shipmentofgoods.Theinformationprovidedintheshipmentadviceincludesdetails

suchasinvoicenumber,billoflading/airwaysbillnumberanddate,nameofthevessel

withdate,theportofexport,descriptionofgoodsandquantity,andthedateofsailing

ofvessel.

(viii)Retirementofimportdocuments:

Havingshippedthegoods,theoverseassupplierpreparesasetofnecessary

documentsasperthetermsofcontractandletterofcreditandhandsitovertohisor

herbankerfortheironwardtransmissionandnegotiationtotheimporterinthemanner

asspecifiedintheletterofcredit.Thesetofdocumentsnormallycontainsbillof

exchange,commercialinvoice,billoflading/airwaybill,packinglist,certificateoforigin,

marineinsurancepolicy,etc.Thebillofexchangeaccompanyingtheabovedocuments

isknownasthedocumentarybillofexchange.Asmentionedearlierinconnectionwith

theexportprocedure,documentarybillofexchangecanbeoftwotypes:documents

againstpayment(sightdraft)anddocumentsagainstacceptance(usancedraft).Inthe

caseofsightdraft,thedrawerinstructsthebanktohandovertherelevantdocuments

totheimporteronlyagainstpayment.Butinthecaseofusance
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(iv)Placingorderorindent:

Afterobtainingtheimportlicence,theimporterplacesanimportorderorindent

withtheexporterforsupplyofthespecifiedproducts.Theimportordercontains

informationabouttheprice,quantitysize,gradeandqualityofgoodsorderedandthe

instructionsrelatingtopacking,shipping,portsofshipmentanddestination,delivery

schedule,insuranceandmodeofpayment.Theimportordershouldbecarefullydrafted

so asto avoid anyambiguityand consequentconflictbetween theimporterand

exporter.

(v)Obtainingletterofcredit:

Ifthepaymenttermsagreedbetweentheimporterandtheoverseassupplierisa

letterofcredit,thentheimportershouldobtaintheletterofcreditfrom itsbankand

forwardittotheoverseassupplier.Asstatedpreviously,aletterofcreditisaguarantee

issuedbytheimporter’sbankthatitwillhonourpaymentuptoacertainamountof

exportbillstothebankoftheexporter.Letterofcreditisthemostappropriateand

securedmethodofpaymentadoptedtosettleinternationaltransactions.Theexporter

wantsthisdocumenttobesurethatthereisnoriskofnon-payment.

(vi)Arrangingforfinance:

Theimportershouldmakearrangementsinadvancetopaytotheexporteron

arrivalofgoodsattheport.Advancedplanningforfinancingimportsisnecessarysoas

toavoidhugedemurrages(i.e.,penalties)ontheimportedgoodslyingunclearatthe

portforwantofpayments.draft,thedrawerinstructsthebanktohandovertherelevant

documentstotheimporteragainstacceptanceofthebillofexchange.Theacceptance

ofbillofexchangeforthepurposeofgettingdeliveryofthedocumentsisknownas

retirementofimportdocuments.Oncetheretirementisover,thebankhandsoverthe

importdocumentstotheimporter.

ForeignTradePromotionMeasuresandSchemes

Detailsofvarioustradepromotionmeasuresandschemesavailabletobusinessfirms
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tofacilitatetheirexportandimportoperationsareannouncedbythegovernmentinits

export-import(EXIM)policy.Majortradepromotionmeasures(especiallythoserelated

toexports)areasfollows:

(i) Dutydrawbackscheme:Sincegoodsmeantforexportsarenotconsumed

domestically,thesearenotsubjected to paymentofvariousexciseand

customs duties.Any such duties paid on exportgoods are,therefore,

refundedtoexportersonproductionofproofofexportsofthesegoodstothe

concernedauthorities.Suchrefundsarecalleddutydrawbacks.Somemajor

dutydraw backsincluderefundofexcisedutiespaidongoodsmeantfor

exports,refund ofcustomsdutiespaid on raw materialsand machines

importedforexportproduction.Thelatterisalsocalledcustomsdrawback.

(ii) Exportmanufacturingunderbondscheme:Thisfacilityentitlesfirmsto

producegoodswithoutbillofexchangeisdrawnbytheexporteronthe

importeraskingthelattertopayacertainamounttoacertainpersonorthe

bearerofthebillofexchange.Thedocumentsgivingtitleto theexport

consignmentarepassedontotheimporteronlywhentheimporteraccepts

theordercontainedinthebillofexchange.

*Sightdraft:Itisatypeofbillofexchangewhereinthedrawerofthebillof

exchangeinstructsthebanktohandovertherelevantdocumentstothe

importeronlyagainstpayment.

*Dockchallan:Dockchargesaretobepaidwhenalltheformalitiesofthe

customsarecompleted.Whilepayingthedockdues,theimporterorhis

clearingagentspecifiestheamountofdockduesinachallanorform which

isknownasdockchallan.

(iii) Exemptionfrom paymentofsalestaxes:

Goodsmeantforexportpurposesarenotsubjecttosalestax.Evenforalong

time,incomederivedfrom exportoperationshadbeenexemptfrom paymentof

incometax.Nowthisbenefitofexemptionfrom incometaxisavailableonlyto

100percentExportOrientedUnits(100percentEOUs)andunitssetupin

ExportProcessingZones(EPZs)/SpecialEconomicZones(SEZs)forselectyears.
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Weshallshortlydiscussaboutthe100percentExportOrientedUnits(100per

centEOUs)and units setup in ExportProcessing Zones (EPZs)/Special

EconomicZones(SEZs)inthesucceedingparagraphs.

(iv) Advancelicensescheme:Itisaschemeunderwhichanexporterisallowed

dutyfree supplyofdomestic aswellasimported inputsrequired forthe

manufactureofexportgoods.Assuchtheexporterisnotrequiredtopay

customsdutyongoodsimportedforuseinthemanufactureofexportgoods.

Theadvancelicensesareavailabletoboththetypesofexporters—thosewho

exportonaregularbasisandalsotothosewhoexportonanadhocbasis.The

regularexporterscanavailsuchlicensesagainsttheirproductionprogrammes.

The firms exporting intermittently can also obtain these licenses against

specificexportorders.

(v) ExportPromotionCapitalGoodsScheme(EPCG):Themainobjectiveofthis

schemeistoencouragetheimportofcapitalgoodsforexportproduction.This

schemeallowsexportfirmstoimportcapitalgoodsatnegligibleorlowerrates

ofcustomsdutiessubjecttoactualuserconditionandfulfillmentofspecified

exportobligations.

(vi) Scheme ofrecognising exportfirms as exporthouse,trading house and

superstartradinghouse:Withanobjectivetopromoteestablishedexporters

and assistthem in marketing theirproductsin internationalmarkets,*the

governmentgrantsthestatusofExportHouse,TradingHouse,StarTrading

Housetoselectexportfirms.Thisstatusisgrantedtoafirm onitsachievinga

prescribed average exportofperformance in pastselectyears.Besides

attainingaminimum ofpastaverageexportperformance,suchexportfirms

havetoalsofulfillotherconditionsaslaiddownintheimport-exportpolicy.

Variouscategoriesofexporthouseshavebeenrecognised withaview to

buildingmarketinginfrastructureandexpertiserequiredforexportpromotion.

Thesehousesaregivennationalrecognitionforexportpromotion.Theyare

requiredtooperateashighlyprofessionalanddynamicinstitutionsandactas

animportantinstrumentofexportgrowth.

(vii) ExportofServices:Inordertoboosttheexportofservices,variouscategories
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ofservicehouseshavebeenrecognised.Thesehousesarerecognisedonthe

basisoftheexportperformanceoftheserviceproviders.Theyarereferredtoas

ServiceExportHouse,InternationalServiceExportHouse,InternationalStar

ServiceExportHousebasedontheirexportperformance.

(viii) Exportfinance:Exporters require finance forthe manufacture ofgoods.

Financeisalsoneededaftertheshipmentofthegoodsbecauseitmaytake

sometimetoreceivepaymentfrom theimporters.Therefore,twotypesofexport

financesaremadeavailabletotheexportersbyauthorizedbanks.Theyare

termedaspre-shipmentfinanceorpackagingcreditandpostshipmentfinance.

Underthepreshipmentfinance,financeisprovidedtoanexporterforfinancing

thepurchase,processing,manufacturing orpackaging ofgoodsforexport

purpose.

(ix) *ExportProcessing Zones (EPZs):ExportProcessing Zones are industrial

estates,whichform enclavesfrom theDomesticTariffAreas(DTA).Theseare

usuallysituatednearseaportsorairports.Theyareintendedtoprovidean

internationallycompetitivedutyfreeenvironmentforexportproductionatlow

cost.

(x) *100percentExportOrientedUnits(100percentEOUs):The100percent

ExportOrientedUnitsscheme,introducedinearly1981,iscomplementarytothe

EPZscheme.Itadoptsthesameproductionregime,butoffersawideroptionin

locationwithreferencetofactorslikesourceofrawmaterials,ports,hinterland

facilities,availabilityoftechnologicalskills,existenceofanindustrialbaseand

theneedforalargerareaoflandfortheproject.EOUshavebeenestablished

withaviewtogeneratingadditionalproductioncapacityforexportsbyproviding

anappropriatepolicyframework,flexibilityofoperationsandincentives.

OrganisationalSupportTheGovernmentofIndiahasalsosetupfrom time-to-time

variousinstitutionsinordertofacilitatetheprocessofforeigntradeinourcountry.

Someoftheimportantinstitutionsareasfollows:

1.DepartmentofCommerce:The DepartmentofCommerce in the Ministryof

Commerce,GovernmentofIndia,istheapexbodyresponsibleforthecountry’s

externaltradeandallmattersconnectedwithit.Thismaybeintheform of
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increasing commercialrelations with other countries,state trading,export

promotionalmeasures and the development,and regulation ofcertain export

orientedindustriesandcommodities.

2.ExportPromotion Councils (EPCs):ExportPromotion Councils are non-profit

organisationsregisteredundertheCompaniesActortheSocietiesRegistrationAct,

asthecasemaybe.Thebasicobjectiveoftheexportpromotioncouncilsisto

promoteanddevelopthecountry’sexportsofparticularproductsfallingundertheir

jurisdiction.Atpresent,thereare21EPC’sdealingwithdifferentcommodities.

CommodityBoards:CommodityBoardsaretheboardswhichhavebeenspecially

established bytheGovernmentofIndiaforthedevelopmentofproductionof

traditionalcommoditiesandtheirexports.Theseboardsaresupplementarytothe

EPCs.ThefunctionsofcommodityboardsaresimilartothoseofEPCs.Atpresent

therearesevencommodityboardsinIndia:CoffeeBoard,RubberBoard,Tobacco

Board,SpiceBoard,CentralSilkBoard,TeaBoard,andCoirBoard.

3. ExportInspectionCouncil(EIC):TheExportInspectionCouncilofIndiawassetup

bytheGovernmentofIndiaunderSection3oftheExportQualityControland

InspectionAct1963.Thecouncilaimsatsounddevelopmentofexporttrade

throughqualitycontrolandpre-shipmentinspection.Thecouncilisanapexbody

forcontrollingtheactivitiesrelatedtoqualitycontrolandpre-shipmentinspection

ofcommoditiesmeantforexport.

4.TradeDevelopmentAuthorityandTradeFairAuthorityofIndia.ITPOisaservice

organisationandmaintainsregularandcloseinteractionwithtrade,industryand

Government.Itservestheindustrybyorganisingtradefairsandexhibitions—both

withinthecountryandoutside,Ithelpsexportfirmsparticipateininternationaltrade

fairsand exhibitions,developing exportsofnew items,providing supportand

updatedcommercialbusinessinformation.

5.IndianInstituteofForeignTrade(IIFT):TheIndianInstituteofForeignTradeisan

institutionthatwassetupin1963bytheGovernmentofIndiaasanautonomous

bodyregisteredundertheSocietiesRegistrationActwiththeprimeobjectiveof

professionalisingthecountry’sforeigntrademanagement.Ithasrecentlybeen

recognisedasDeemedUniversity.Itprovidestrainingininternationaltrade,conduct
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researchesinareasofinternationalbusiness,andanalysinganddisseminatingdata

relatingtointernationaltradeandinvestments.

6. IndianInstituteofPackaging(IIP):TheIndianInstituteofPackagingwassetupas

anationalinstitutejointlybytheMinistryofCommerce,GovernmentofIndia,and

theIndianPackagingIndustryandalliedinterestsin1966.Itsheadquartersand

principallaboratoryissituated atMumbaiand threeregionallaboratoriesare

located atKolkata,Delhiand Chennai.Itis a training-cum-research institute

pertainingtopackagingandtesting.Ithasexcellentinfrastructuralfacilitiesthat

caterto the various needs ofthe package manufacturing and package user

industries.

7.StateTradingOrganisations:AlargenumberofdomesticfirmsinIndiafoundit

verydifficulttocompeteintheworldmarket.Atthesametime,theexistingtrade

channels were unsuitable for promotion of exports and bringing about

diversificationoftradewithcountriesotherthanEuropeancountries.Itwasunder

thesecircumstancesthattheStateTradingOrganisation(STC)wassetupinMay

1956.ThemainobjectiveoftheSTCistostimulatetrade,primarilyexporttrade

amongdifferenttradingpartnersoftheworld.

INTERNATIONALTRADEINSTITUTIONSANDTRADEAGREEMENTS

TheFirstWorldWar(1914-1919)andtheSecondWorldWar(1939-45)were

accompaniedbymassivedestructionoflifeandpropertytheworldover.Almostallthe

economiesoftheworldwereadverselyaffected.Duetoscarcityofresources,countries

werenotinapositiontotakeupanyreconstructionordevelopmentalworks.Eventhe

internationaltradeamongstnationsgotadverselyaffectedbecauseofthedisruptionof

theworld’scurrencysystem.Therewasnosystem ofgenerallyacceptedexchangerate.

Itwasatthatjuncturethatrepresentativeofforty-fournationsundertheleadershipof

J.M.Keynes—anotedeconomistjoinedtogetheratBrettonWoods,NewHampshireto

identifymeasuresto restorepeaceand normalcyin theworld.Themeeting was

concludedwiththesettingupofthreeinternationalinstitutions,namelytheInternational

MonetaryFund(IMF),InternationalBankforReconstructionandDevelopment(IBRD)

and the International Trade Organisation (ITO). They considered these three

organisationsasthreepillarsofeconomicdevelopmentoftheworld.
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ThisarrangementcametobeknownastheGeneralAgreementforTariffsand

Trade(GATT).Indiawasoneofthefoundingmembersofthesethreeinternational

bodies.Themajorobjectivesandfunctionsofthesethreeinternationalinstitutionsare

discussedinmoredetailinthefollowingsections.

ExportHouse

MEANING

Exportasabusinessisgrowingacrossmultiplesectors.Therearealwaysanumberof

countrieswhichareunderdevelopingstagesandalotofmaterialtothesecountries

goesfrom developednations.Atthesametime,agricultureandothersuchproduceis

exportedfrom developingnationstodevelopednations.Inshort,thereisalwaysimport

andexporthappening.Atsuchjunctures,Exporthousesplayanimportantrole.

Majorfunctionswhichexporthousesareexpectedtocarryoutinthemarket.

1)Representation

Thefirstfunctionistorepresenttheparentmanufacturingcompanyinthemarket

wheretheproductisbeingexported.Inoverseasmarket,themanufacturingcompany

mightnothaveanysalespresenceormarketpresence.Theexporthousetakescareof

allthatviarepresentingitselfasthemaincontactpointforthemanufacturer.

2)Competitiveandmarketintelligence

Anexporthousenotonlycarriesoutsalesworkorrepresentationsforthemanufacturer,

gathering market intelligence, competitive intelligence and the work of other

competitorsinthemarketisalsoataskcarriedoutbytheexporthouse.Thisflowof

informationhappensnaturallyviaagentsordistributorstotheexporthouse.

3)Proceduresanddocumentation

Intheexportbusiness,therearemanyproceduresanddocumentationinvolved.Export

istheinteractionpointof2differentcountrieswith2differentlawsandprocedures.As

aresult,bothlawsandbothprocedureshavetobefollowedbyexports.Infact,more

then focus on export,many exporters complain that their core focus is on

documentationsothattheexportisnotrejectedoranyproblemsdonotarisein

the target country.
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4)Marketpenetration

InsectorslikePharmaceuticalsandchemicals,exporthousesarechosenonthebasis

oftheir marketpenetration inthetargetcountry.Eachexporthousehasasetupof

agentsanddistributors.Themorethemarketcoverageofanexporthouse,themore

willbethe marketpenetration.Hence,ensuringthattheyarepresentwidelyinthetarget

countryisaservicewhichhastobeprovidedbytheexporthouse.

5)ManpowerforOrdermanagement

Collectingorders,ensuringthepapersareinplace,arrangingfinanceortakingcareof

credit,shipping,dockingandundocking,labourandlawissues–Therearemanythings

whichtakeplaceinasingleorderwhenexportisordered.Itrunslikeawelloiled

machineandforthisyourequirehugemanpower.Thismanpowerisprovidedbythe

exporthouseineachstageoftheexport.

6)Arbitration,Financeandcredit

Thereareafewtypesofpaymentsandhandlingwhichareusedinexport.Inhandling,

OneisFOBoriginmeanssellerisliableonlytillmaterialisshipped.FOBdestination

meanssellerisliabletillbuyerreceivesthe goods.Insuchcases,thereishugefinancial

implications, arbitrations andcredittermsinvolved.SuchrisksarebornebytheExport

housesinmanycases.

AdvantagesofusingExporthouses

Exporthousesaremostimportantinthefollowingconditions

1. Lackofresources– Whentheparentcompanyhasalackofresourceswhich

includesmanpower,financeorknowhowtoestablishinthenewcountry,thenit

willmostlikelyuseExporthousestodoitswork.

2. Small-scale operations – If a large company wants to set up small-scale

operationsinanewcountry,theninsteadoftrainingandrecruitingalocalteam

inthetargetcountry,itcansimplyoutsourcethetasktoanexperiencedexport

houseinthetargetcountry.

3. Expertise– Manytime,evenifthemanufacturerhasanin-houseteam overseas,

stillexporthousesmightbeusedbecauseoftheirexpertiseinthissegment.This

isverytrueforproductswhich arehighlytechnicalinnatureorwhich are

controlledsubstances.
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4. Marketing – Manufacturers who are productoriented and don’thave the

willingnessorthedesiretomarketthemselvesinanewterritorymightoutsource

theworktoexporthousessothattheycaninturnexpand.

DisadvantagesofusingExporthouses

1. Themanufacturerisnotincontactwith targetmarket – Amajorproblem with

usingexporthousesisthatthemanufacturerhimselfisnotintouchwiththe

target markets.Asaresult,helackstheon-fieldknowledgewhichtheexport

houseshave.

2. Futuretrendscannotbeobserved– Amanufacturercannoticetrendstaking

place.Andeventhoughhemightbegettingtruckloadsofinformationfrom the

exporthouse,theexporthousemightfailtonoticetheactualchangeintrendorit

maynothave as keen eyes forproducts as the manufacturer.Thus,the

manufacturermaymissouton opportunities.

3. Hugeadaptationcurveforthemanufacturer– Ifthemanufacturergetsusedto

theexporthouse,andthendecidestolaunchhisownin-houseteam,therewillbe

ahugeadaptationcurveforthein-houseteam.Thisisbecausethein-house

team willhavetostart brand newwithfreshdistributorsandagents.

ObtainingExportHouseCertificateorStatus

Anexporterinvolvedintheexportofgoodsorservicescanobtainanexporthouse

certificate.Anapplicantwouldbeeligibleforandbecategorizeduponreachingcertain

minimum exportperformanceinthecurrentandprevioustwofinancialyears.The

calculationofExportperformanceisonthebasisofFOB(FreeonBoard)valueof

exportearningsinfreeforeignexchange.Incaseofdeemedexports,itconvertsthe

FORvalueofexportsinIndianrupeesintoUSDattheexchangeratebytheCentral

BoardofExciseandCustoms,asapplicablefor1stAprilofeachfinancialyear.

ExportHouseStatusEligibilityCriteria

Basedontheexportperformanceofanexporter,thestatuscategoryisprovidedas

follows:
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 OneStarExportHouse:USD3–USD25MillionExportPerformance

 Two StarExportHouse:USD25–USD100MillionExportPerformance

 ThreeStarExportHouse:USD100 –USD500MillionExportPerformance

 FourStarExportHouse:USD500–USD2000MillionExportPerformance

 FiveStarExportHouse:USD2000MillionandaboveExportPerformance

Forgrantingexporthousestatus,exportperformanceisnecessaryforatleasttwoout

ofthreeyears.


